STATE OF ALABAMA
DEPARTMENT OF INSURANCE
MONTGOMERY, ALABAMA

REPORT OF
EXAMINATION

OF

HEALTHSPRING OF ALABAMA, INC.

HOOVER, ALABAMA

AS OF DECEMBER 31, 2015



TABLE OF CONTENTS

EXAMINER’S AFFIDAVIT .......cooooiii ettt sttt st bbbttt ettt bttt ettt sttt st i
SCOPE OF EXAMINATLION oo s s s i i rs s i 5o s 1 0 Gt seemammsmansans 2
ORGANIZATION AND HISTORY ..ottt et ee et e et es e e e st et et e ssseesreeneneseasaen 3
MANAGEMENT AND CONTRONL.. ... e e e s e et et e ee e et et et estesaesestesasesestesaseeeseseseetenases 4
eRaTe] 10 (€ o 1 T —— 4
BOArd Of D@ CHOES. ..o cvicvicteieiieiie ettt se sttt ia e e saesaesbesbe b e sbe st et essesssbeebsabeebeeb e sbeee s ebseesseeseesesensseeseseeesaesesnese e e nsensene 4
@00 0T 1 0 VL8 (=<3 PSPPSR 5
) i e T 6
COMUIICE O TIEEIEST ... oottt eet ettt ee e e et ee et e s e eseatre et et ensse et reesese et e et eseasseeses et setesenesssseseesseseseseneasnseatennees 7
CORPORATE RECORDS ...ttt sttt sttt ettt s b sttt tste et s et et et se s et e s ast et e st en et et e e s seetane 7
HOLDING COMPANY AND AFFILIATE MATTERS ... oiiiitiiiinesesisessssesesssssssnessassessessassssssmssonsstssssasins ]
HoOIAING COMUPAIY ...ttt ettt bbb bbb bbbt 8
Dividends t0 STOCKROLACES ..u.ivuviimnamimmisnaivinm sssiississestssssvssiss sossasais s sasivisd oo ass sl tosii oo 5y stV sisias vosy 8
Management and Service AGIERMENTS ..........c..cooveeieeieeireieeeeeeecteeteeteetesteeteeseeseeseeteeseeseesssseeseeteaseeteessetessessessesessensens 8
OtganiZatioNAl CIALT .....c....oviiieicc ettt bbbttt een 13
DIVIDENDS TO POLICYHOLIDERS . ...ttt sttt ssss s ens s snstans s ss et ssasasssnnsan 22
ALA; ADMIN. CODE 482-1-146 (2009 :...cuuunecisussinivbusssisiionssessss ssiisyisssssosisss sitsssionssh et isnsn 35 sdiiinsasssssnnssnnsasibos 22
EMPLOYEE AND AGENT WELFARE.........co oottt sttt sttt sttt e sttt s esaesanana 22
FINANCIAL CONDITION AND GROWTH OF COMPANY ..ot vene e 23
MARKE T ' CONDUGTAGUIVELLES oo st s o e s s s m s e sivsis iy 23
Lertitory aid PIAH. 6 COP @ FRRTON i i s e i F o a5 23
Policy Forms and Underwritifig ..........c.coiuiuiiimcicieiieiieceeeeiceie et 24
IMALKEUIIIE QXL SALES ..o et e oot e et et et et et et et et et em e et e et et et et et esseseeeeeseesseueeseanenneneas 24
Policvhioldef Comaplaiiits. .. s s o e S s 24
Compliance with Producer Licensing Requirements...........ccoiiniiniiiciisssesssinns 25
T erMINATEA PrOGUCEIS . ettt se e e se et e et es st is et s see st e emeeenesenas 25
P EINACT v sorvrs e T TS o S o e B L D B D T R e R R s 26
RETIINSURAIINC GE. ...ttt ettt ettt esaesbeetesbesbe b e berseb s e s s entereasbes s e teebesbeebenbesbestesbeebestesbentesenserestens 26
ACCOUNTS AND RECORDIS ...ttt sttt ettt ee st ettt s sestee s s b ea b et e st s tenntens 26
IO TTATIO, T ST OGN wcsmusinsss osmuesinss s sos st a0 5 A A A S A s S A S Y 27
INfOrmMAtION REGUESES ....ocvoiviiiiiicii ittt et a e e e e eaeeresbe et es b e s bebesae st e sesbeersereeseeseesnesnernern e e eresnesanssenterens 27
Compliance with Annual Statement INSEIUMCTIOMNS ........oooooviiiiiiiiiiiecee e e e s sae e bereas 28
FINANCIAL STATEMENTS: TNDEX . .o s i i s iy 30
NOTES TO FINANCIAL STATEMEINT ...ttt ssa sttt ettt e s saesaestenserestestesnesrnss 34
SUMALY OF RO OIASSHICRIITIIG oicsniosmssimsrinmosssssusesnsvsnsinssissmseromoss s ot iS4 GBS RT3 S SRR SRR <)
AN ZNGIS OL CHANTEE 60 SHEPIIS sevisrevsissesrsiosvm s o s s s s ooy 8 e s T S RSN e SN VT 37
SUMMARY OF SIGNIFICANT FINDING OF FACTS ...ttt sae bt esssssessssenses 37
COMMITMENTS AND CONTINGENT LIABILITIES .......cooooiiei et ssstssss s s sansss 27
COMPLIANCE WITH PREVIOUS RECOMMENDATIONS ... ssessesnsenenns 37
COMMENTSAND RECOMMENDDATTONS comsmmmmsissss i sisss siosisisiysiys i s seassis f s 38
SUBSEQUENT EVEINTS ......coooiiiinriieissnssn ettt ettt bbbttt 43
CONCLUSLON .ottt ettt s et ettt st b et st e e st ee et essa s et sassas et re s esemb e e s es e s s e et e s e asesemeseas s e sns e s esensst s ebsenesesmssnas 44



EXAMINER’S AFFIDAVIT

STATE OF ALLABAMA,
COUNTY OF JEFFERSON,;,

F

Toni L. Bean, CFE, being duly sworn, states as follows:

1. T have authority to represent Alabama in the examination of HealthSpring of
Alabama, Inc.

2. Alabama is accredited under the National Association of Insurance
Commissioners Financial Regulation Standards and Accreditation.

3. I have reviewed the examination work papers and examination repott, and the
examination of HealthSpring of Alabama, Inc. was performed in a manner
consistent with the standards and procedures required by the State of Alabama.

The affiant says nothing further.

Q VUL ’i‘j///,’}sﬂ,--’“
Toni L. Bean, CFE

S

: A
Subscribed and sworn before me by | 0y L. JJeaqr on this
19th _day of January, 2017.

(SEAL)

C\ Uieg “\J{L%’W-\'L -

Notary Public

My commission expires ‘@Q _,(lﬂ-’vv't/\ﬂ&"a\u | 20|/



STATE OF ALABAMA P CHARLES M. ANGELL

DEPARTMENT OF INSURANCE CHIEF OF STAFF
MARK FOWLER
201 MONROE STREET, SUITE 502
POST OFFICE BOX 303351 RICHARD L. FORD
ROBERT BENTLEY MONTGOMERY: ALABAMA 3613 0-3351 STATE FIRE MARSHAL
GOVERNOR TELEPHONE: (334) 269-3550 SCOTT F. PILGREEN
JIM L. RIDLING FACSIMILE: (334)241-4192 GENERAL COUNSEL
COMMISSIONER INTERNET: www.aldoi.gov REYN NORMAN

January 19, 2017

Honorable Jim L. Ridling
Commissioner of Insurance
Alabama Department of Insurance
201 Monroe Street, Suite 502
Montgomery, Alabama 36104

Dear Commissioner:

Pursuant to your authorization and in compliance with the statutory requirements of the
State of Alabama and the resolutions adopted by the National Association of Insurance
Commissioners (NAIC), an examination has been made of the affairs and financial
condition of

HealthSpring of Alabama, Inc.
Hoover, Alabama

at the office located at 2 Chase Corporate Drive, Suite 300; Hoover, Alabama 35244 as
of December 31, 2015. The report of examination is submitted herewith.

Where the description “Company” or “HealthSpring” appears herein, without
qualification, it will be understood to indicate HealthSpring of Alabama, Inc.



SCOPE OF EXAMINATION

An examination was performed on HealthSpring of Alabama, Inc. a single state,
health maintenance organization (HMO). The last examination covered the period of
January 1, 2010 through December 31, 2012. This examination covers the period of
January 1, 2013 through December 31, 2015. The examination was conducted by
examiners representing the State of Alabama. Where deemed appropriate,
transactions, activities and similar items subsequent to 2015 were reviewed.

The examination was conducted in accordance with applicable statutory requirements
of the Code of Alabama, 1975, as amended, which included the Alabama Insurance
Code, Alabama Insurance Depatrtment regulations, bulletins and directives in addition
to the procedures and guidelines promulgated by the National Association of
Insurance Commissioners (NAIC), as deemed appropriate, and in accordance with
generally accepted examination standards and practices.

The examination was conducted in accordance with the NAIC Financial Condition
Excaminers Handbook. 'The examination was planned and performed to:

e [valuate the financial condition of the Company as of December 31, 2015.
e Assess corporate governance.

e Identify current and prospective risks and evaluate system controls and
procedures used to mitigate those tisks.

¢ Identify and evaluate significant risks that could result in a material
misstatement of surplus, currently or prospectively.

® Ewvaluate management’s compliance with statutory accounting principle.

All accounts and activities were considered in accordance with the risk-focused
examination approach, including significant estimates made by management.
Management’s compliance with Statutory Accounting Principles were evaluated as
well. The examination does not attest to the fair presentation of the financial
statements included herein. Adjustments identified including their impact on surplus
was documented in the Analysis to Change in Surplus on page 37.

This report includes significant findings of fact, in accordance with Ti#le 27 of the
Alabama Insurance Code, 1975, as amended. This report also contains general
information about the Company and its financial condition. There may be other
items identified during this examination that, due to their nature, ate not included in
this report, but communicated separately to other regulators and the Company.



An examination of the market conduct activities and information technology (IT) was
conducted concurrently with the financial examination. The market conduct
examination included a review of: territory and plan of operations; policy forms and
underwriting; marketing and sales; policyholder complaints; producer licensing; and
privacy. The IT examination included a review of physical and logical security;
change and project management; and business continuity. See “Market Conduct
Activities” and “Information Technology” on pages 23 and 27 respectively, for
further discussion of the market conduct and I'T examinations.

‘The Company’s Annual Statements for all years under examination were compared
with or reconciled to the corresponding general ledger account balances.

PricewaterhouseCoopers, LLP was the Company’s external auditors for the
examination period. The auditor’s work papers were utilized during the examination
as deemed appropriate.

A signed certificate of representation was obtained during the course of the
examination. In this certificate, management attested to having valid title to all assets
and to the nonexistence of unrecorded liabilities as of December 31, 2015.

ORGANIZATION AND HISTORY

The Company is a health maintenance organization (HMO) licensed in the state of
Alabama only. The Company was formed on April 1, 1985, as “Sunmark Health
Plans.” On May 28, 1986, the Company was purchased by Baptist Health Systems,
Inc. On November 19, 2002, NewQuest, LL.C acquired the Company and changed
the name to “HealthSpring of Alabama, Inc.” NewQuest, LLC 1s a wholly-owned
subsidiary of HealthSpring, Inc., which is an indirect wholly-owned subsidiary of
Cigna Cotporation (Cigna or ultimate parent). On January 31, 2012, the Company
was merged into Cigna Corporation. At December 31, 2015, NewQuest, LL.C, owned
100% of all outstanding shares of the Company.

At December 31, 2015, the Company reported $5.0 and $40.5 million in gross paid-in
and contributed surplus and unassigned funds (sutplus), respectively.

The following events occurred subsequent to the examination date:

e On January 21, 2016, the Centers for Medicare and Medicaid Services (CMS)
imposed immediate intermediate sanctions against the Company prohibiting
the enrollment of new participants and marketing activities.
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e On January 27, 2016, the Alabama Department of Insurance approved the
indirect acquisition of all outstanding shares of the Company by Anthem, Inc,

MANAGEMENT AND CONTROL
Stockholdetrs

At December 31, 2015, NewQuest, LL.C, owned 100% of the Company’s common
capital stock. NewQuest, LLC is a wholly-owned subsidiary of HealthSpring, Inc.,
which 1s an indirect wholly-owned subsidiary of Cigna Corporation (Cigna or ultimate
parent).

Board of Directors

Atrticle II, Section 3 of the bylaws states:

The corporation shall hold an annual meeting of its shareholders for the
election of directors and for the transaction of general business in
January of each year at a time and place designated by the Board of
Directors, immediately preceding the annual Board of Directors meeting.

The written consents of the sole shateholder were reviewed for the examination
petiod. There was no documentation evidencing the election of the directors of the
Company for year-ending 2014. This was not in accordance with Article II, Section 3
of the bylaws cited above or ALA. CODE § 27-27-23 (1975), which states:

(b) Directors must be elected by the members or stockholders of a
domestic insurer at the annual meeting of stockholders or members.

At December 31, 2015, the following were elected by the shareholder to serve as
directors:



Name and Residence Principal Occupation

Sheffield Hoover Young HealthSpring of Alabama, Inc.
Vestavia Hills, Alabama President, CEQO, Chairman
Brent Jason Sanders HealthSpring of Alabama, Inc.

Fort Washington, Pennslyvania  Vice President and Secretary

Jeffrey Alan Brown HealthSpring of Alabama, Inc.
Hoover, Alabama Vice President, Vice Chairman
Committees

Effective April 15, 2013, the Boatd of Directors appointed Connecticut
General Corporation (CGC) Audit Committee to serve as its Audit Committee.
This was in accordance with ALA. ADMIN. CODE 482-1-141-.04 (2008), which
states:

(4) Every insurer required to file an annual audited financial report
pursuant to this chapter shall designate a group of individuals as
constituting its audit committee, as defined in chapter 482-1-141-.03.
The audit committee of an entity that controls an insurer may be deemed
to be the insurer’s audit committee for purposes of this chapter at the
election of the controlling person.

The Audit Committee meeting minutes wete reviewed for the examination petiod.
The meeting minutes did not evidence:

e The Committee’s review of the Company’s accounting and reporting matters.
® The actions taken by the Committee on behalf of the Company.

This was not in accordance with ALA. CODE § 10A-2-16.01 (1975), which states:

A corporation shall keep as permanent records minutes of all meetings
of its shareholders and board of directors, a record of all actions taken
by the shareholders or board of directors without a meeting, and a
record of all actions taken by a committee of the board of directots in
place of the board of directors on behalf of the corporation.

At December 31, 2015, the following were serving on the Audit Committee:



Richard Kevin Bailey

Mary Terese Hoeltzel

Eric Paul Palmer

Jeffrey Temple Rigg

William John Smith

Neil Boyd Tanner

James Van Hoof

James Yablecki (no middle name)

Officers
Article 111, Section 10 of the bylaws states:

The annual meeting of the Board of Directors shall be held for the
putpose of electing officers and the transaction of such other business as
may come before the meeting.

The BOD meeting minutes, including the written consents of the BOD, were
reviewed for the examination period. The minutes did not document or reflect the
election of the officers of the Company by the Directors. This was not in accordance
with Article III, Section 10 cited above or ALA. CODE § 10A-2-8.40 (1975), which

states:

(a) A corporation has the officers described in its bylaws or appointed by
the board of directors in accordance with the bylaws.

The officers’ changes and appointments, including a complete listing of the officers
elected and serving was documented in the written consent(s) of the sole shareholder.
However, the year-ending 2014, written consent(s) of the sole shareholder did not
contain a complete listing of the officers elected and serving,

The following officers were elected and serving as of December 31, 2015:

Officer Title

Matthew Shawn Morris Co-CEO

Sheffield Hoover Young  President, CEO and Chairman
Brent Jason Sanders Vice President & Sectetary
Jeffrey Alan Brown Vice President & Vice Chairman
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Ryan Bruce McGroarty
Open MD

David Bradley Holladay
Richard Alan Appel
Gregory Nicholas Malone
Scott Ronald Lambert
Maureen Hardiman Ryan
Jumana Nadeem Siddiqui
Kevin James Oleksak
Rhiannon Ashley Bernier
Anna Krishtul

Susan Marks Metrow
Theresa Press

Francis Sudall

Joanne Ruth Hart

Mark Paul Fleming
Rebecca Ann Croes
William Patton Brown
Jessica Anne Sasser
Melissa Ahmann-Tucker
Casey Patrick McKeon
Mark Robert Bieze

Mario Nicholas Vangeli

*No middle name
*¥Retired in 2016

Conflict Of Interest

b Y

CORPORATE RECORDS

CFO
Chief Medical Officer
President - Govt. Pharmacy Services**
Compliance Officer
Appointed Actuary
Vice President & Treasurer
Vice President & Assistant Treasurer
Assistant Treasurer
Assistant Secretary
Assistant Secretary
Assistant Secretary®
Assistant Secretary
Assistant Treasurer™®
Assistant Treasurer™®
Vice President & Assistant Treasurer
Vice President and Assistant Treasurer
Vice President
Vice President
Assistant Secretary
Assistant Secretary
Assistant Vice President
Assistant Vice President
Vice President

The conflict of interest statements filed by the officers, directors and key employees
were reviewed for the examination period. Thete were no material conflicts noted.

The Company’s Articles of Incorporation and Bylaws, as amended, were inspected
and found to provide for the operation of the Company in accordance with Alabama
statutes, regulations, and accepted corporate practices.

Minutes of the meetings of the Board of Directors were reviewed for the examination
period. The minutes appeared complete with regards to recording actions taken on
matters before the respective bodies for deliberation and action.
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In general, the Company’s corporate records appeared to be complete with regard to
actions taken on matters before the respective body for deliberation and action,
except as noted otherwise in this report.

HOLDING COMPANY AND AFFILIATE MATTERS

Holding Company

Effective January 1, 2016, the Company became subject to the Alabama Insurance
Holding Company Regulatory Act as defined in ALA. CODE § 27-29-1 (1975), as
amended. The appropriate filings for year-ending 2015 were reviewed. The filings
included the appropriate disclosures, except as noted otherwise in this repott.

Dividends to Stockholders

The following dividends were issued to the sole stockholder during the examination
period:

Year Amount

2013  $26,000,000
2014 $14,900,000
2015  $7,300,000

Management and Service Agreements
Management Agreement - NewQuest Management of Alabama, LLC

Effective, January 1, 2003, this agreement was between the Company and NewQuest
of Alabama, LL.C. NewQuest provided management and administrative services to
the Company, including the management of risks associated with the enrollment of
members. The agreement was for an initial period of one year and automatically
renewable for successive three year petiods thereafter, unless either party gave a sixty
day advance written notice of cancellation.



Intercompany Service Agreement between International Rehabilitation
Associates, Inc. and Connecticut General Life Insurance Company

Effective, January 1, 2001, this agreement was between Connecticut General Life
Insurance Company (CGC); Cigna Health Corporation; and International
Rehabilitation Associates, Inc., (d/b/a Intracorp). CGC and Cigna Health were
collectively referred to as “CHC.”

Intracorp provided utilization management, case management, demand management,
disease management, care management and other services to support CHC’s
Healthcare business. This agreement was effective until terminated at such time as
the parties may agree.

On January 1, 2004, the agreement was amended to reflect the name change of
International Rehabilitation Associates, Inc. (d/b/a Intracorp) to Cigna Health
Management, Inc. (CHM).

On January 1, 2014, the agreement was amended to include the following:

e HealthSpring of Alabama, Inc.

e HealthSpring of Florida, Inc.

e HealthSpring of Tennessee, Inc.

e HealthSpring Life & Health Insurance Company, Inc.
e Bravo Health Mid-Atlantic, Inc.

e Bravo Health Pennsylvania, Inc.

Other changes pursuant to this amendment were:

e The inclusion of provisions mandated by the Centers for Medicare & Medicaid
Services (CMS) regarding confidentiality of records; prompt payment; access,
ete.

e The agreement could be terminated by either party immediately upon written
notice if: (1) either party materially breached any terms/conditions of the
agreement; and failed to remedy the breach within thirty days; and (2) loss of
licensure or any other governmental authorization necessary to perform its
obligations pursuant to this agreement.

e The agreement could be terminated by any party provided a ninety-day written
notice was given to the remaining parties.



Expense Sharing Agreement

Effective August 31, 2012, this agreement was between the Company, Cigna
Corporation, and various affiliates, subsidiaries, directly or indirectly owned by Cigna
Corporation.

This agreement set forth the manner in which the participants shared expenses for
certain shared services. These services could be provided by or contracted for, by one
of the parties to this agreement. The contracting party was responsible for:

e Allocating costs of the shared setvice expenses to each party utilizing the
services.

e FEstablishing an allocation method for the shared service expenses in
accordance with generally accepted accounting principles (GAAP) with respect
to the particular type of expense.

The agreement was for an initial term of one year and was automatically renewable on
an annual basis, unless any party provided a thirty-day advance notice of termination
or non-renewal.

The agreement could be terminated by written notice (provided in reasonable time) to
the remaining parties, no less than thirty days following the close of the month in
which notice was given.

Fee Sharing Agreement

Effective September 10, 2014, this agreement was between the Company; Cigna
Corpotation (“Cigna”); and various affiliates or subsidiaries, directly or indirectly
owned by Cigna Corporation.

Per this agreement Cigna was responsible for:

¢ Submitting and paying the annual fee imposed by Section 9010 of the Patient
Protection and Affordable Care Act (PPACA) for all parties to the agreement.

e Filing all reports and forms required by the U.S. Treasury or IRS.

Each party was responsible for:

e Reimbursing Cigna for its portion of the annual fee paid.

e Providing administrative assistance to Cigna with the performance of the fee
calculations as specified in this agreement.
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This agreement could be terminated by any party, provided a written notice was given
to Cigna no less than thirty days following the end of the month in which the notice
was given and the terminating party had satisfied its payment obligations.

On July 21, 2014, the agreement was amended to include the allocation of overhead
costs to each participant for payment of the annual fee imposed by PPACA.

Investment Advisory Agreement

Effective, January 31, 2012, the agreement was between the Company and Cigna
Investments, Inc.

Cigna Investment had sole discretion, in accordance with applicable law and as
stipulated within the agreement, to make and catry out decisions regarding
acquisitions, holdings and dispositions of securities on behalf of the Company.

The fees related to this agreement were due no later than ninety days after receipt of
the invoices. This agreement could be terminated by either party at any time by
wtitten notice.

Amended and Restated Investment Pooling Agreement

Effective January 31, 2012, the agreement was between the Company, Cigna
Investments, Inc. (the “Advisor”) and vatious indirect wholly-owned subsidiaties of
Cigna Corporation (each a “Participant” and collectively, the “Participants”™).

Cigna Investments functioned as the investment advisor with respect to short-term
investments for each participant. Fach party, participated in a pool of investments to
facilitate the effective management of its short-term assets. Cigna Investments served
as the Pool Manager administering the investment and operation of the account.

The agreement could be terminated by either party provided a one day (business day)
written notice was given.

Right to Offset Agreement

Effective May 21, 2012, this agreement was between the Company and:

e HealthSpring Life & Health Insurance Company, Inc.
e HealthSpring of Tennessee, Inc.

e HealthSpring of Florida, Inc.

e Bravo Health Mid-Atlantic, Inc.
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e Bravo Health Pennsylvania, Inc.
e NewQuest, LLC.
e HealthSpring, Inc.

HealthSpring Life & Health was responsible for offsetting certain payable and
receivable accounts against the other participants (accounts) on regulatory reporting
forms as needed. The parties could unilaterally amend this agreement if required to
remain in compliance with any federal, state, or local law, rule or regulation or other
regulatory instruction(s). |

This agreement was for an initial period of one year and automatically renewable on
an annual basis, unless any party provided a thirty day advance written notice of
termination or non-renewal.

Network Access Agreement

Effective June 12, 2001, the agreement was between each of the subsidiaries of Cigna
Cotporation (referred to as Healthplan) and Connecticut General Life Insurance
Company (CG).

A Healthplan or CG could provide or receive network access and certain associated
administrative services from other subsidiaties of Cigna Corporation that were parties
to this agreement. This agreement could be terminated at any time by giving sixty days
advance written notice of termination.

Effective Februatry 19, 2013, this agreement was amended to include the Medicare
Advantage Addendum pursuant to the Centers for Medicare & Medicaid Services
(CMS) guidelines.

Effective January 28, 2014, this agreement was amended to include:

e HealthSpring of Alabama, Inc.

e HealthSpring of Florida, Inc.

e HealthSpring of Tennessee, Inc.

e HealthSpring Life & HealthSpring Insurance Company, Inc.
e Bravo Health Mid-Atlantic, Inc.

e Bravo Health Pennsylvania, Inc.
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Amended and Restated Consolidated Federal Income Tax Agreement

Eftective January 31, 2012, this agreement was between the Company; Cigna
Corporation; and each of Cigna’s subsidiaries that became a party to the agreement.

Fach subsidiary included in the consolidated federal income tax return was required to
pay Cigna an amount equal to the federal income tax liability recorded as its current
annual tax provision. The tax benefit of net operating losses, capital losses and tax
credits were funded to the extent it reduced the consolidated federal income tax
liability. This agreement was only applicable with respect to the petiod for which the
parties were members of the same affiliated group filing a consolidated federal income
tax return.

Organizational Chart

The following chart presents the corporate affiliations of the Company as of
December 31, 2015.

CIGNA CORPORATION

A Delaware Corporation and ultimate parent company

| Cigna Holdings, Inc.
| Cigna Intellectual Property, Inc.

| Cigna Investment Group, Inc.
| | Cigna International Finance Inc.
| Former Cigna Investments, Inc.
| Cigna Investments, Inc.
{ | Cigna Mezzanine Partners III, Inc.
) | | Cigna Mezzanine Partners ITI, LP

| | Cigna Benefits Financing, Inc.
| | (EI # 010947889, DE)

|
i
\
|
|
|
Connecticut General Corporation
1 p
| | Benefit Management Corp.
| | (EI # 81-0585518)
|
|
|
|
|
|
!

| *Allegiance Life & Health Insurance Company

| (EI # 20-4433475, NAIC # 12814, MT)

l
J
\ | *Allegiance Re, Inc.
|
|
|
|

| (EI# 20-3851464, MT)

|
|
|
|
|
|
|
|
|
|
|
|
|
|
|
|
| | Allegiance Benefit Plan Management, Inc.
| | Allegiance COBRA Services, Inc.

| | Allegiance Provider Direct, LLC
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HealthSpring, Inc.

|
|
|
|
|
|
| |
| |
| |
1 1
1 |
| |
1 |
\ |
| |
| |
| |
| |
| |
| l
| |
| |
| |
I |
l |
l |
| |
| |
| |
| |
| |
|

|

| Community Health Network, LLC
| Intermountain Underwriters, Inc.
| Star Point, LLC

| NewQuest, LLC

NewQuest Management Northeast, LLC
| ¥*Bravo Health Mid-Atlantic, Inc.
| (EI # 52-2259087, NAIC # 10095, MD)

| *Bravo Health Pennsylvania, Inc.
| (EI # 52-2363406, NAIC # 11254, PA)

*HealthSpring Life & Health Insurance Company
(EI # 20-8534298, NAIC # 12902, TX)

*HealthSpring of Alabama, Inc.
(EI # 63-0925225, NAIC # 95781, AL)

*HealthSpring of Florida, Inc.
(EI # 65-1129599, NAIC #11532, FL)
NewQuest Management of Illinois, LLC
NewQuest Management of Florida, LLC
HealthSpring Management of America, L1.C
NewQuest Management of West Virginia, LL.C
TexQuest, LILC
HouQuest, L1.C

| GulfQuest, LP
NewQuest Management of Alabama, LL.C
HealthSpring USA, LLC
HealthSpring Management, Inc.

| HealthSpring of Tennessee, Inc.
| (EI# 62-1593150, NAIC # 11522, MD)

| Tennessee Quest, LLC
HealthSpring Pharmacy Services, LLC

| HealthSpring Pharmacy of Tennessee, LLC
! | Home Physicians Management, LLC

*Cigna Arbor Life Insurance Company
| (EI # 03-0452349, NAIC # 13733, CT)

| Cigna Behavioral Health, Inc.

\ | Cigna Behavioral Health of California, Inc.
| (EI# 94-3107309)

| Cigna Behavioral Health of Texas, Inc.

| MCC Independent Practice Association of New York, Inc.

|
|
| | (EI# 75-2751090)
|
| Cigna Dental Health, Inc.
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| Cigna Dental Health of California, Inc.
| (EI# 59-2600475, CA)

| Cigna Dental Health of Colorado, Inc.
| (EI# 59-2675861, NAIC # 11175, CO)

Cigna Dental Health of Delaware, Inc.
| (EI# 59-2676987, NAIC # 95380, DL)

| Ciena Dental Health of Florida, Inc.

| (EI# 59-1611217, NAIC # 52021, FL)

| Cigna Dental Health of Illinois, Inc.
| (EI# 06-1351097, IL)

| Cigna Dental Health of Kansas, Inc.
| (EI# 59-2625350, NAIC # 52024, KS)

| Cigna Dental Health of Kentucky, Inc.
| (EI# 59-2619589, NAIC # 52108, KY)

| Cigna Dental Health of Missouri, Inc.
| (EI#06-1582068, NAIC # 11160, MO)

| Cigna Dental Health of New Jersey, Inc.
| (EI# 59-2308062, NAIC # 11167, NJ)

| Cigna Dental Health of North Carolina, Inc.
| (EI# 56-1803464 , NAIC # 95179, NC)

| Cigna Dental Health of Ohio, Inc.
| (EI# 59-2579774, NAIC # 47805, OH)

| Cigna Dental Health of Pennsylvania, Inc.
| (EI# 52-1220578, NAIC # 47041, PA)

| Cigna Dental Health of Texas, Inc.
| (EI# 59-2676977, NAIC # 95037, TX)

| Cigna Dental Health of Virginia, Inc.
| (EI# 52-2188914, NAIC # 52617, VA)

| Cigna Dental Health Plan of Arizona, Inc.
| (EI# 86-0807222, NAIC # 47013, AZ)

| Cigna Dental Health of Marvland, Inc.
| (EI#20-2844020, NAIC #48119, MD)

Cigna Health Corporation

| Healthsource, Inc.

\ | Cigna HealthCare of Arizona, Inc.
| (EI# 86-0334392, NAIC#95125, AZ)

|

| | Cigna HealthCare of California, Inc.
| | (EI# 95-3310115, CA)
|
|
|

| Cigna HealthCare of Colorado, Inc.
| (EI# 84-1004500, NAIC # 95604, CO)

| Cigna HealthCare of Connecticut, Inc.
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| (EI# 06-1141174, NAIC # 95660, CT)

| Cigna HealthCare of Florida, Inc.
| (EI# 59-2089259, NAIC # 95136, FL)

| Cigna HealthCare of Illinois, Inc.
| (EI# 36-3385638, NAIC # 95602, IL)

| Cigna HealthCare of Maine, Inc.
| (EI# 01-0418220, NAIC # 95447, ME)

| Cigna HealthCare of Massachusetts, Inc.
| (EI# 02-0402111, NAIC # 95220, MA)

| Cigna HealthCare Mid-Atlantic, Inc.
| (EI# 52-1404350, NAIC # 95599, MD)

| Cigna HealthCare of New Hampshire, Inc.
| (EI# 02-0387749, NAIC # 95493, NH)

| Cigna HealthCare of New Jersey, Inc.
| (EI# 22-2720890, NAIC # 95500, NJ)

| Cigna HealthCare of Pennsylvania, Inc.
| (EI# 23-2301807, NAIC # 95121, PA)

|
|
|
\
|
|
|
|
|
|
|
|
I
|
|
1
1
\ Cigna HealthCare of St. Louis, Inc.
|
|
|
|
l
|
|
|
1
|
|
|
|
|
|
|
|
|

| (EI# 36-3359925, NAIC # 95635, MO)

| Cigna HealthCare of Utah, Inc.
| (EI# 62-1230908, NAIC # 95518, UT)

| Cigna HealthCare of Georgia, Inc.
| (EI# 58-1641057, NAIC # 96229, GA)

| Cigna HealthCare of Texas, Inc.
| (EI# 74-2767437, NAIC # 95383, TX)

| Cigna HealthCare of Indiana, Inc.
| (EI# 35-1679172, NAIC # 95525, IN)

| Cigna HealthCare of Tennessee, Inc.
| (EI# 62-1218053, NAIC # 95606, TN)

| Cigna HealthCare of North Carolina, Inc.
| (EI# 56-1479515, NAIC# 95132, NC)

| Cigna HealthCare of South Carolina, Inc.
| (EI# 06-1185590, NAIC # 95708, SC)

| *Temple Insurance Company Limited (Bermuda)

| Arizona Health Plan, Inc.

| Healthsource Properties, Inc.
| Managed Care Consultants, Inc.
| Choicelinx Corporation
| Sagamore Health Network, Inc.

Cigna Healthcare Holdings, Inc.
(EI# 84-0985843)
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{ | Great-West Healthcare of Illinois, Inc.
1 | (EI# 93-1174749, NAIC 95388, IL)
|

| Cigna Healthcare, Inc.

| *Cigna Life Insurance Company of New York
| (EI# 13-2556568, NAIC # 64548, NY)

| *Connecticut General Life Insurance Company
| (EI# 06-0303370, NAIC # 62308, CT)
| | CG Mystic Center LIL.C
| Station Landing Holding LL.C
| CG Mystic Land LLC
| | ND/CG Holding LL.C
| CG Skyline, LILC
| | Skyline ND/CG LLC
| | | ND Mystic Center Note LLC
|
|

|

|

|

|

I

l

E Skyline Mezzanine Borrower, ILLLC
| 1 | Skyline at Station Landing, LI.C
| | Careallies, LLC

| | CG Bayport LLC

| | | Bayport Colony Apartments LL.C
| | Cigna Onsite Health, LLC

| | Gillette Ridge Community Council, Inc.
| | Gillette Ridge Golf LLC

| | Hazard Center Investment Company LLC

| | Tel-Drug of Pennsylvania, LLC

| | GRC Acquisitions LLC

| | Cigna Affiliates Realty Investment Group, LLC

| | (EI# 27-5402196, DE)

|

|

|

|

|

|

|

|

|

|

|

|

|

|

| | CR Longwood Investors, LP
| | | ND/CR Longwood, LLC
| | | | ARE/ND/CR Longwood, LLC.
| | 121 Tasman Apartments LLC
| Secon Properties, LP
1 | Transwestern Federal Holdings, L.L.C.
| | | Transwestern Federal, L.L..C.
\ Market Street Restdential Holdings, LLLC
\ | Arborpoint at Market Street LL.C
\ Diamondview Tower CM-CG LLC
\ CR Washington Street Investors LP
\ Civic Holding LIC
\ Dulles Town Center Mall, ILI.C
\ AEW/FDG, LP
17



| ND/CR Unicorn, LLC

| Union Wharf Apartments LLC

| AMD Apartments Limited Partnership

| SP Newport Crossing LI.C

! PUR Arbors Apartments Venture LLC

{ CG Seventh Street, LLC

\ Ideal Properties 1T LL.C

\ Alessandro Partners, LLC

i Mallory Square Partners, I, LLC

| Houston Briar Forest Apartments Limited Partnership
| Newtown Partners II, LP

| Newtown Square GP LLP

| AFA Apartments Limited Partnership

| SB-SNH LLC

| | 680 Investors LLC

| | 685 New Hampshire LLL.C

| CGGL 18301 LLC

| Unico/CG Commonwealth LLC

| | Commonwealth Acquisition LLC
| 222 Main Street Caring GP LLC

| 222 Main Street Investors LP

1 Notch 8 Residential, L.L.C.

\ UVL, LLC

] 3601 North Fairfax Drive Associates, LLC
| CI Perris 151, LLC

| Lakehills CM-CG LLC

CORAG LLG

Bridgepoint Office Park Associates, LL.C
(EI # 27-3923999, DE)

|
|
|  Fairway Center Associates, I.I.C
| (EL# 27-3126102, DE)
|
!

Hentyv on the Park Associates, LLC
(EI # 27-3582688, DE)

*Cigna Health and Life Insurance Company
EI # 59-1031071, NAIC # 67369, CT)

(
\ | CatePlexus, 11.C
|
|
|
|
|

| (EI# 45-2681649; DE)

| Cigna Corporate Services, LLC
| (E22 4EI 27-3396038, DE)

| Cigna Insurance Agency, LI.C
| (EI # 27-1903785, CT)
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| Ceres Sales of Ohio, L.I.C
| (EI # 34-1970892, OH)

|
|
| | Central Reserve Life Insurance Company
|
|
|

| (BI # 34-0970995, NAIC # 61727, OH)

| | Provident American Life and Health Insurance
Company
| (EI # 23-1335885, NAIC # 67903, OH)
| United Benefit Life Insurance Company
, (EI # 75-2305400, NAIC # 65269, OH)

Loyal American Life Insurance Company
(EI # 63-0343428, NAIC # 65722, OH)

|
l
|
|
| | | | American Retirement Life Insurance Company
|
|
|
J
|

| | | (EI# 59-2760189, NAIC # 88366, OH)

QualCare Alliance Networks, Inc.

| | QualCare, Inc.

| I Scibal Associates, Inc.

| | QualCare Captive Insurance Company Inc., PCC
QualCare Management Resources Limited Liability
Company
Health-Lynx, LL.C

| ] | Sterling Life Insurance Company

| | Olympic Health Management Systems, Inc.

| Olympic Health Management, Services, Inc.
| | WotldDoc, Inc.

Cigna Health Management, Inc.
(EI# 23-1728483, DE)

Kronos Optimal Health Company
| (20-8064696, AZ)

| *Life Insurance Company of North America
| (EI# 23-1503749, NAIC # 65498, PA)

|
]
|
|
l
|
|
|| | *Cigna & CMC Life Insurance Company Limited (China) (50%)
|
l
|
|
|
|

| | (remaining interest owned by an unaffiliated party)

[ | Cigna Direct Marketing Company, Inc.
| Tel-Drug, Inc.
| Vielife Holdings Limited
| | Vielife Limited
| | Vielife Services, Inc.
| Businesshealth UK Limited
| CG Individual Tax Benefit Payments, Inc.

|
| | CG Life Pension Benefits Payments, Inc.
| | CG LINA Pension Benefits Payments, Inc.
| | Cigna Federal Benefits, Inc.
| | Cigna Healthcare Benefits, Inc.
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| Cigna Integratedcare, Inc.

| Cigna Managed Care Benefits Company

| Cigna Re Corporation

| | Blodget & Hazard Limited

| Cigna Resource Manager, Inc.

| Connecticut General Benefit Payments, Inc.
| Healthsource Benefits, Inc.

| THN,

Inc.

| LINA Benefit Payments, Inc.
| Mediversal, Inc.
\ | Universal Claims Administration
Cigna Global Holdings, Inc.
| Cigna International Corporation, Inc.
| Cigna International Services, Inc.
| Cigna International Marketing (Thailand) Limited
| CGO Participatos LTDA
| YCFM Servicos LTDA
| *Cigna Global Reinsurance Company, Ltd.
| Cigna Holdings Overseas, Inc.
| | Cigna Bellevue Alpha LLC
| Cigna Linden Holdings, Inc.
| | Cigna Laurel Holdings, Ltd.
| | Cigna Palmetto Holdings Ltd.
| | | Cigna Apac Holdings Limited
| | | |Cigna Alder Holdings, LLC
| | | |Cigna Walnut Holdings, Ltd.
| | | | Cigna Chestnut Holdings, Ltd.

\ | *LINA Life Insurance Company of Korea
\ | Cigna Korea Foundation
\ | Cigna International Services Australia Pty Ltd.
\ | Cigna Hong Kong Holdings Company Limited

| | Cigna HLA Technology Services Limited
| | *Cigna Worldwide General Insurance Company Limited
| *Cigna Worldwide Life Insurance Company Limited
| Cigna International Health Services Sdn Bhd.

| Cigna Life Insurance Company of Canada
(AA-1560515)

| Cigna Korea Chusik Heosa (A/K/A
Cigna Korea Co. Limited)

|

1

|

|

|

i

|

|

I

| | | Cigna Data Services (Shanghai) Company Limited
|

|

| |

| |

| | | *Cigna Life Insurance New Zealand Limited
\ |

| |

| I
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| | ! | LINA Financial Services
| | | RHP (Thailand) Limited

| *Cigna Brokerage & Marketing (Thailand) Limited

|

|

| KDM (Thailand) Limited
*Cigna Insurance Public Company Limited
| Cigna Taiwan Life Assurance Company Limited

| Cigna Myrtle Holdings, Ltd.
Cigna Elmwood Holdings, SPRL
g &
| Cigna Beechwood Holdings

Cigna Life Insurance Company of Europe S.A.-N.V,
Cigna Europe Insurance Company S.A.-N.V.

| Cigna 2000 UK Pension LTD
| Cigna Oak Holdings, L'TD.
Cigna Willow Holdings, LTD.

FirstAssist Administration Limited

|
|
|
| | Cigna European Services (UK) Limited
|
|
\

Cigna Legal Protection Limited
Cigna Insurance Services (Europe)
| Cigna International Health Services, BVBA
Cigna International Health Services, LLC
| Cigna International Health Services Kenya Limited
| | | Cigna Sequota Holdings, SPRL

| Cigna Magnolia Holdings, Ltd.
| Cigna Turkey Danismanlik Hizmetleri, A.S.
(A/K/A Cigna Turkey Consultancy Services, A.S.)

| Cigna Nederland Alpha Cooperatief U.A.
| | Cigna Nedetland Beta B.V.
| | Cigna Nederland Gamma B.V.
| Cigna Finans Emeklilik Ve Hayat A.S.
| Cigna Health Solution India Pvt. Ltd.
| Cigna Poplar Holdings, Inc.
| PT GAR Indonesia

| PT PGU Indonesia
*Cigna Global Insurance Company Limited
Cigna TTK Health Insurance Company Limited

Cigna Saico Benefits Services, W.L.L.

*Cigna Worldwide Insurance Company
(EI # 23-2088429, NAI # 90859, DE)

I | *PT. Asuransi Cigna
Cigna Teak Holdings, LL.C

*Denotes an affiliated relationship between parties.
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DIVIDENDS TO POLICYHOLDERS

There were no dividends paid to policyholders duting the examination period.

ALA. ADMIN. CODE 482-1-146 (2009)
(18 U.S.C. § 1033 Compliance)

ALA. ADMIN. CODE 482-1-146-.11 (2009) states:

A Section 1033 insurer subject to the Commissionet’s examination authority shall
have and apply the following:

(2) An internal procedure for determining, by means of background
checks or investigations or otherwise, whether applicants for
employment or individuals with whom the insurer intends to contract
for activities in the business of insurance, whether or not in a
capacity requiring a license, have a felony conviction for a Section 1033
offense.

(b) An internal procedure after initial employment or contracting,
applied on a periodic basis, to ascertain the existence of a felony
conviction for a Section 1033 offense.

The Company had internal procedures in place for determining whether applicants for
employment had felony convictions for a Section 1033 offense. However, the
Company did not have an internal procedure in place to periodically ascertain if
existing employees or contractors had been convicted of a Section 1033 offense since
the date of hire. Company management indicated employees were required to self-
report convictions. 1f notified of a potential criminal activity by an employee a review
would be conducted based on cause.

EMPLOYEE AND AGENT WELFARE

The Company had no employees, provided no direct benefits, and had no benefit
plans in effect during the examination period. Management and administrative
services, including the management of risks with third-party providers was handled by
NewQuest Management of Alabama, LLC. For further details about this agreement,
see the “Management and Services Agreement” section on page 8 of this report.
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FINANCIAL CONDITION AND GROWTH OF COMPANY

The following information presents significant items that reflect the growth of the
Company for the years indicated.

2015 2014 2013
Admitted *$138,230,040 $ 124,727,153 $139,817,435
Assets
Liabilides 80,912,616 51,104,607 58,778,516
Common
Capital Stock 112,400 112,400 112,400
Paid in and
Contributed
Surplus 5,010,875 5,010,875 5,010,875
Unassigned
Funds
(Surplus) 40,460,251 57,827,175 75,914,644
Net
Premium
Income 637,724,568 528,164,209 502,898,098
Net
Underwriting
gain (loss) (10,459,002) 11,620,476 20,876,459

MARKET CONDUCT ACTIVITIES

Territory and Plan of Operation

At December 31, 2015, the Company was licensed to transact business in the State of
Alabama only. The Company was licensed to write business in the following counties:

Autauga Baldwin Bibb Blount Chetokee  Chilton
Colbert Cullman Dallas DeKalb Elmore Etowah
Jackson Jefferson  Lauderdale Lawrence Limestone Lowndes

Madison ~ Marshall ~ Mobile Montgomery Morgan Shelby
St. Clair Talladega  Tuscaloosa Walker

Effective December 9, 1991, a petpetual Certificate of Authority was issued to the

Company. The Certificate of Authority was effective until suspended, cancelled or
revoked, as long as fees and taxes were paid current.
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Policy Forms and Underwriting

During the examination period, the Company did not file any new policy forms with
the Alabama Department of Insurance. As of December 31, 2015, the Company
issued Medicare Advantage policies only. The Company’s Medicare policy forms were
approved by the Centers for Medicare and Medicaid Services (CMS).

Marketing and Sales

During the examination period, the Company offered Medicare Advantage products
only. These products were available and administered via a contract with CMS. All
advertising materials were regulated by CMS.

The Company’s website indicated Medicare Advantage plans and a stand-alone
prescription drug plan were available to Medicare beneficiaries. The website included
the Company’s telephone number, TTY (Text Telephone Device) number, hours of
operation and mailing address.

Policyholder Complaints

The Company maintained a Complaint Data System and complied with the complaint
handling data file information requirements as stated in the NAIC Market Regulation
Handbook. The complaint register included: the NAIC code, case number, case date,
state, member number, identification number, type of coverage, member name,
reason for complaint, grievance detail, etc. It appeared the grievance policy contained
sufficient procedures for handling complaints/grievances.

During the examination period, the Company recorded 3,943 complaints/gtievances
in its complaint register as follows:

o 2013 -982
o 2014 -1,427
e 2015-1,534

A sample of 115 complaints wete selected from the total population of 3,943. The
complaints/grievances were reviewed to ensure compliance with Alabama statutes for
complaint handling. Fach complaint/grievance was addressed by the Company and
communicated to the member in accordance with Alabama statutes.

24



Compliance with Producer Licensing Requirements

A random sample of 116 Alabama premium transactions was selected from a total
population of 148,451. Based on the premium transactions reviewed, the Company’s
producers were propetly licensed and appointed in accordance with ALA. CODE § 27-
7-30 (1975), which states:

(a) Each insurer appointing a producer in this state shall file with the
commissioner in a format approved by the commissioner, a notice of
appointment within 15 days from the date agency contract is
executed or the first insurance application is submitted, whichever
occurs first. An insurer may also elect to appoint a producer to all ot
some insurers within the insurer’s holding company system by the
filing of a single appointment request.

Terminated Producers

A random sample of 114 Alabama terminated producer files was selected from a total
population of 1,153. For twelve terminated producers, it could not be determined
whether termination notifications were sent to: (1) the producers’ last known address;
ot (2) the Alabama Department of Insurance (ALDOI). This was not in accordance
with ALA. CODE § 27-7-30.1 (1975) or ALA. CODE § 27-7-30 (1975).

ALA. CODE § 27-7-30.1 (1975) states:

(a) Within 15 days after making the notification required by subsection
(e) of Section 27-7-30, the insurer shall mail a copy of the notification
to the producer at his or her last known address. If the producer is
terminated for cause for any of the reasons listed in Section 27-7-19,
the insurer shall provide a copy of the notification to the producer at
his or her last known address by certified mail, return receipt
requested, postage prepaid or by overnight delivery using a nationally
recognized cartier.

ALA. CODE § 27-7-30 (1975) states:

(e) Subject to the producer’s contract rights, if any, an insurer or
authorized representative of the insurer may terminate a producer’s
appointment at any time. An insurer or authorized representative of
the insurer that terminates the appointment, employment, or contract
with a producer for any reason shall within 30 days following the
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effective date of the termination, using a format prescribed by the
commissioner, give notice of the termination to the commissioner.

Company Management indicated the twelve producers were contracted under an
agency agreement that was terminated. Termination communication was sent to the
agency but not the individual producers. Beginning May 2016, the processes for
termination were updated to include provisions for the termination of the agency as
well as the producers acting on behalf of the agency.

Privacy

The Company does not disclose nonpublic personal financial information to
nonaffiliated third parties. The Company has appropriate policies and procedures in
place for the protection against the disclosure of members’ nonpublic personal
medical information as well. The Company appropriately trained its employees;
propetly identified authorized personnel with access to personal health information;
and established security practices and procedures in accordance with ALA, ADMIN.
CODE 482-1-122-.07 (2001) (6) — Privacy of Non-Public Personal Financial Information.

The Company’s Privacy notice content and notice delivery procedures complied with
ALA. ADMIN. CODE 482-1-122 (2001) — Privacy of Non-Public Personal Financial

Information. The Company was also required to comply with the Health Insurance
Portability and Accountability Act (HIPAA) privacy rule as promulgated by the U.S.
Department of Health and Human Services.

REINSURANCE

The Company did not cede or assume any reinsurance during the examination period.

ACCOUNTS AND RECORDS

The financial management, financial reporting, claims, investments, and premium
records were maintained utilizing commercial software. The Finance Department was
responsible for:

1. Maintaining accounting records including the general ledgers and supporting
documentation;
2. Accounting for the assets and liabilities;
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3. Processing accounts payable checks; and
4. Collecting receivables.

During the examination period, there were several permitted practices in place
regarding maintenance of records outside of Alabama; I'T functions; and an operating
account.

PricewaterhouseCoopers, LLP (PwC) was the Company’s external auditors for the
examination period. The examiners reviewed the external auditors’

workpapers, copies of which were incorporated into the examination as deemed
appropriate. The audit reports were reviewed as well.

Information Technology

An Information Technology (IT) review was performed to determine whether the I'T
general control environment was sufficient to effectively mitigate the general I'T' risks
associated with:

e Physical and Logical Security
¢ Change Management

¢ Project Management

¢ Business Continuity

No significant issues were noted during the I'T' review.

Information Requests

Forty-nine of the 78 examination requests were not provided within ten working days.
This was not in accordance with ALA. ADMIN. CODE 482-1-118-.06 (1999), which
states:

The insurer shall provide, within ten (10) working days, any record ot

response requested in writing by any duly appointed deputy, assistant,
employee or examiner of the commissioner.

A similar situation was noted during the last examination whereby it was
recommended the Company comply with ALA. ADMIN. CODE 482-1-118-.06 (1999).
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Compliance with Annual Statement Instructions

The following was not completed in accordance with the NAIC Awnnal Statement
Tnstructions:

e Year-ending 2014, the Company responded “no” to General Interrogatories -
Part 1 — Common Interrogatories General, question 14.2, which states, “Has
the code of ethics for senior managers been amended?” However, the
Company transitioned to Cigna Corporation’s (ultimate parent) code of ethics
process in 2014.

e Year-ending 2014, the Company did not provide a response to General
Interrogatories - Part 1 — Common Interrogatories General, question 14.3
which states, “Have any provisions of the code of ethics been waived for any
of the specified officers?” The examination determined no provisions of the
code were waived for any officers in 2014.

® Year-ending 2015, a description was not included in the Notes to Financial
Statements, #10, item F for two material service agreements. This was not in
accordance with the NAIC _Annual Statement Instructions which states:

The financial statements shall include disclosures of all material
related party transactions. A desctription of material
management ot service contracts and cost-sharing arrangements
involving the reporting entity and any related party. This shall
include, but is not limited to, sale lease-back arrangements,
computer or fixed asset leasing arrangements, and agency
contracts that remove assets that may otherwise be recorded
(and potentially nonadmitted) on the reporting entity’s financial
statements.

Company Management indicated the agreements would be included in the Notes to
Financial Statements going forward.

e Year-ending 2015, LAE expenses of $161,475 was reported on Line 25 —
Aggregate write-ins for expenses in the Underwriting and Investment
Exhibit — Part 3. However, this amount should have been reported on Line
14 — Outsourced services including EDP, claims, and other services, in
the same exhibit. The NAIC Awnual Statement Instructions states:
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Line 14 — includes: Expenses for administrative services, claim

management services, new programming, membership services, and
other similar services.

A similar situation was noted during the last examination whereby it was
recommended the Company correctly report/classify expenses in the
Underwriting and Investment Exhibit — Part 3. The classification error did not
have an impact on the financial statements contained herein.
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FINANCIAL STATEMENTS INDEX

The following financial statements were based on the statutory financial statements
filed by the Company with the Alabama Department of Insurance and present the
financial condition of the Company for the period ending December 31, 2015. The
accompanying comments on the financial statements reflect any examination
adjustments to the amounts reported in the annual statement and should be
considered an integral part of the financial statements.

Batement of Agsets, Liabiltes, Sufplos and Othet Fuids.. .o s s sowimons » 31
Statement of Sutttmary of OPEEIHONS .. swwm vus s somms sus s wsven s vy 32
Stiteifient of Reeotcliagticn Hr Capital dfid. STEPLES. .cow s s svson s s asss 33

THE NOTES TO THE FINANCIAL STATEMENTS ARE AN INTEGRAL
PART THEREOF.

30



HEALTHSPRING OF ALABAMA INC.

Statement of Assets, Liabilities, Surplus and Other Funds

For the Year Ended December 31, 2015

ASSETS
Bonds (Note 1)

Cash (85,481,041, Schedule E - Part1), cash equivalents (0, Schedule E - Part 2), and short-term investments

($ 423, Schedule DA)

Subtotals, cash and invested assets

Investment income due and accrued

Premiums and considerations:

Uncollected premiums and agents' balances in the course of collection
Amounts receivable relating to uninsured plans

Curtent federal and foreign tax tecoverable and interest thereon

Net defetred tax asset

Recervables from parent, subsidiaties and affiliates

Healthcare and other amounts receivable

TOTAL ASSETS

LIABILITIES, CAPITAL AND SURPLUS

LIABILITIES

Claims unpaid (less§_____ 0 reinsurance ceded) (Note 2)
Accrued medical incentive pool and bonus amounts
Unpaid claims adjustment expenses

Aggregate health policy reserves, including the liability of §
Public Health Service Act

General expenses due or accrued

Amount withheld or retained for the account of others (Note 3)

Borrowed money (including $20,000,000 current and intetest thereon § 1,083 (including $1 085 current)

Amounts due to parent, subsidiaries and affiliates
TOTAL LIABILITIES

CAPITAL AND SURPLUS

Aggregate write-ins for special surplus funds

Common capital stock

Gross paid-in and contributed surplus

Unassigned funds (surplus)

TOTAL CAPITAL AND SURPLUS

TOTAL LIABILITIES, CAPITAL AND OTHER FUNDS

for medical loss ratio rebate per the

Assets
S 73,022,010

(5,481,218)
S 067,540,792
730,070

24,781,095
17,685,211
6,050,012
237,369
7,298,641
13,927 848

S

Nonadmitted
Assets

26,998

§ 138257,038

$

26,998

$

Net Admitted
Assets

73,022,010

(5,481,218)

$

67,540,792
730,070

24,781,095
17,685,211
6,056,012
210371
7,098,641

13,927,848

$

§

138,230,040

51774210
4,806,265
754,867

812,253
141017
349,414

20,001,085

2,273,305

]

80,912,616

11,733,898
112,400
5,010,875

40460251

THE NOTES TO THE FINANCIAL STATEMENTS ARE AN INTEGRAL PART THEREOF
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HEALTHSPRING OF ALABAMA, INC.

Statement of Revenue and Expenses

For the Year Ended December 31, 2015, 2014, and 2013

Income

Net premium income (including $0 non-health premium
income)

Aggregate write-ins for other health care related revenues

Total revenues

Hospital and Medical:

Hospital medical benefits

Other professional services

Prescription drugs

Incentive pool withhold adjustments and bonus amounts

Subtotal

Less:
Total hospital and medical
Claims adjustment expenses including § 3,585,909 cost

containment cxpenses

General expenses

Total underwriting deductions

Net underwriting gain or (loss)

Net Investment income earned (Exhibit of Net Investment
Income)

Net realized capital gains (losses) less capital gains tax of
$8,520

Net investment gains (losses)

Net gain or (loss) from agents' or premium balances charged

off {(amount recovered $
$ 701,429}

) (amount charged off

Apgpregate write-ins for other income or expenses

Net income or (loss) after capital gains tax and before all
other federal income taxes

Federal and foreign income taxes incurred

Net income (loss)

THE NOTES TO THE FINANCIAL STATEMENTS ARE AN INTEGRAL PART THEREOF.
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2015 2014 2013
637,724,568  $ 528,164,209 $ 502,808,098
8,357 32,235 4,935
637,732925  § 528,196,444 $ 502,903,033
483,816,088  § 383,178726 $ 361,417,310
10,607,353 8,378,736 8,489,067
52,790,524 46,379,686 45,887,009
2,120,747 (1,584,262) (1,628,072)
549334712 $ 436,352,886 § 414165314
549334712 § 436,352,886 $ 414165314
10,030,459 8,795,580 10,809,740
88,826,756 71,427,502 57,051,520
648,191,927  $ 516,575,968 $ 482,026,574
(10,459,002) 11,620,476 20,876,459
2,583,971 3,012,077 1,951,725
(139,510) 298,100 2
2444461  § 3310177 $ 1,951,725
(701,429) (281,781) (232,715)
292,150 . -
(8423,.820) $ 14,648,872 $ 22595469
474,597 7,317,006 7,663,929
(8,898,417) $ 7,331,866 $ 14,931,540
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NOTES TO FINANCIAL STATEMENT

Note 1 — Bonds $73,022,010

The captioned amount is the same as reported by the Company in its 2015 Annual
Statement.

On November 10, 2014, the Company purchased a bond with a book adjusted
carrying value (BACV) of $5,185. The bond was not filed with the NAIC Securities
Valnation Office (§170). This was not in accordance with ALA. ADMIN. CODE 482-1-
098-.02 (1994) ot the Purposes and Procedures Manual of the NAIC Investment Analysis
Office. ALA. ADMIN. CODE 482-1-098-.02 (1994) states:

(1) All securities owned by an insurer shall be valued in accordance with
those standards promulgated by the NAIC Securities Valuation
Office (SVO). Any security owned by an insurer that has not been
valued by the SVO shall be submitted to the SVO for valuation in
accordance with the procedures of the SVO.

(3) Any security not valued in accordance with this rule shall be carried
as non-admitted asset on all financial statements of the insurer until
such time as the insurer has complied with Paragraph (1) or (2) or
this rule.

November 20, 2016, ALA. ADMIN. CODE 482-1-098-.02, was amended to remove all
references to the “NAIC Securities Valuation Office (SVO)” and replace it with the
“NAIC Capital Markets and Investment Analysis Office (CMIAO).”

Part two, Section 2: General Reporting Framework of the Purposes and Procedures
Manual of the NAIC Investment Analysis Office states:

Insurance companies domiciled in any state of the United States, or any
of its territories or possessions, and required by the law of their
domiciliary state or territory to report NAIC Association Values for their
Investment Securities in the NAIC Financial Statement Blank, shall
report purchases of Investment Securities to the SVO. ...

Part two, Section 7: When to Use the Securities Acquisition Report (SAR) of the
Purposes and Procedures Manual of the NAIC Investment Analysis Office states:
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A security issued by an entity unaffiliated with the reporting company is
reported by creating, completing and submitting the SAR form. The
reporting insurance company must submit the SAR to the SVO not later
than 120 days after the purchase of the security.

Year-ending 2015, the bond’s NAIC designation was incorrect. The NAIC
designation was “172.” Part two, Section 5: Special Reporting Instruction of the
Purposes and Procedures Manual of the NAIC Investment Analysis Office states:

An insurance company may report a security with a “Z” suffix on its
Schedule D for up to a year after purchase. For the second year after
purchase, and thereafter, the insurance company may not report a
security with a “Z” suffix. ...

The insurer shall either file the security and appropriate documentation
with the SVO to obtain an NAIC Designation, file a Principal and
Interest Certification Form to obtain an NAIC 5* Designation or report
the security with an NAIC 6* Designation on its Schedule D
(collectively, the “5*%/6* Rule”).

Company Management indicated the NAIC 6* designation would be used until the
security is filed with the SVO. The bond was admitted because of the immateriality of
the amount.

Note 2 — Claims Unpaid $51,774,210

The captioned amount 1s the same as reported by the Company in its 2015 Annual
Statement.

The hospital/medical benefits and other professional services (i.e. paid claims)
reported in the Statement of Revenue and Expenses (in the aggregate) was
$491,753,752 and $494,423,440 per the paid claims detail provided by the Company.
Thete was a difference of $2,669,689. Company Management indicated the difference
was attributed to the data warehousing system used. The data warehouse system was
a “live environment,” whereby the data stored was overwritten each month. Asa
result, the paid claims data used in the year-ending financial triangles was not saved or
archived. Therefore, the year-ending paid claims data and the current claims data
retained would not reconcile.

The ALDOI Actuarial Examiner indicated the variance had no effect on the carried
reserves. The paid claims data changed from month-to-month because voided checks
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and refunds were subtracted from the paid claims amount. However, the cartied
reserves was an estimate based on a completion study utilizing the service and paid
dates. The completion methodology automatically factored voided checks and refunds
into the reserve estimate. Hence, the inability to capture or freeze the year-ending paid
claims data had no impact on the accuracy of the carried reserves.

The paid claims detail was not maintained in accordance with ALA. CODE § 482-1-
079-.15 (1975), which states:

An Alabama domiciled (domestic) HMO shall keep all necessary records
in an Alabama location required for the efficient examination of its
financial condition and health care delivery system. These records shall
include but not be limited to the general ledger and subsidiary ledgers,
management contracts, provider contracts, enrollment records,
utilization records, group contract records, premium records, quality of
care documentation records, and complaint records.

A similar situation was noted during the last two examinations (2009 and 2012)
whereby it was recommended the Company maintain the detail supporting its paid
claims. Company Management indicated corrective action would be taken to remedy
this matter.

Note 3 — Amounts withheld or retained for

the accounts of others $0
Aggregate write-ins for other liabilities $349.414

The captioned amounts are $349,414 less than and $349,414 more than the $349,414
and $0, reported by the Company in its 2015 Annual Statement.

The liability for uncashed drafts and checks pending escheatment to the state was
recorded on line 12 of the Liabilities, Capital and Surplus page. However, this
amount should have been recorded on line 23 of the Liabilities, Capital and Surplus
page. The NAIC Awnual Statement Instructions states:

Detail of Write-ins Aggregated at Line 23 for Other Liabilities

List separately each category of liabilities for which there is no pre-
printed line on page 3.

Include: Uncashed drafts and checks that are pending
escheatment to a state.
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This reclassification did not have a financial impact on the Company’s surplus.
Further, the classification etror was corrected the second quarter of 2016.

Summary of Reclassifications

A/S Line Item Bal. Per A/S Increase ' Decrease  Adjusted Balance
L.12 - Amounts withheld or retained for the account of others $349414 § - § (349414) $0
L.23 - Agpregate write-ins for other liabilities $ - % 349414 § -i % 349,414

Analysis of Changes to Surplus

There were no adjustments made to surplus.

SUMMARY OF SIGNIFICANT FINDING OF FACTS

There was an issue, occurring subsequent to the “as of” examination date, that could
have a material impact on the (future) financial condition of the Company. On
January 21, 2016, the Centers for Medicare and Medicaid Services (CMS) imposed
immediate intermediate sanctions against the Company. The sanctions prohibited:
(1) the enrollment of new participants into any offered plan and; (2) sales activities.
See the “Subsequent Events” sections on page 43 where this was discussed.

COMMITMENTS AND CONTINGENT LIABILITIES

Examination of these items included: reviewing the statutory financial statement
disclosures, minutes of the corporate governing bodies, examination of the accounts
and unrecorded items; and obtaining a letter of representation from management.
The external auditor’s legal letter summary at December 31, 2015 was reviewed as
well. At December 31, 2015, there was no pending litigation against the Company
and no material contingent liabilities were identified.

COMPLIANCE WITH PREVIOUS RECOMMENDATIONS

The Company satisfactorily complied with prior examination recommendations
except for the following:
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Accounts and Records — Information Requests — In the prior examination
report, it was recommended requested records and written responses be
provided in accordance with ALA. ADMIN. CODE 482-1-118-.06 (1999).
Requested records and written responses were not always provided within ten
working days as required.

Accounts and Records — Compliance with Annual Statement Instructions — In
the prior examination report, it was recommended the LAE expenses be
reported on Line 14 — Outsourced services including EDP, claims, and
other services of the Underwriting and Investment Exhibit — Part 3 —
Expenses. The LAE expenses were reported on Line 25 — Aggregate write-
ins for expenses of this same exhibit.

Paid Claims Detail — In the last report of examination it was recommended the
Company maintain detail supporting its paid claims in accordance with ALA.
CODE § 482-1-079-.15 (1975). The Company did not maintain all the necessary
records required for the efficient examination of its financial condition and
health care delivery system.

COMMENTS AND RECOMMENDATIONS

Board of Directors — Page 4

It is recommended the shareholders elect the directors of the Company on an
annual basis in accordance with Article I1, Section 3 of the bylaws and ALA. CODE §
27-27-23 (1975).

Article IT, Section 3 of the bylaws states:

The corporation shall hold an annual meeting of its shareholders for the
election of directors and for the transaction of general business in

January. ...

ALA. CODE § 27-27-23 (1975) states:

(b) Ditrectors must be elected by the members or stockholders of a
domestic insurer at the annual meeting of stockholders or members.
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Committees — Page 5

It is recommended the actions taken on behalf of the Company by the Audit
Committee be documented in accordance with ALA. CODE § 10A-2-16.01 (1975),
which states:

A corporation shall keep as permanent records minutes of all meetings
of its shareholders and board of directors, a record of all actions taken
by the shareholders or board of directors without a meeting, and a
record of all actions taken by a committee of the board of directors in
place of the board of directors on behalf of the corporation.

Officers — Page 6

It is recommended the Directors elect/appoint the officers of the Company on an
annual basis in accordance with Article II1, Section 10 of the bylaws and ALA. CODE §
10A-2-8.40 (1975). Article III, Section 10 of the bylaws states:

The annual meeting of the Board of Directors shall be held for the
purpose of electing officers and the transaction of such other business as
may come before the meeting,

ALA. CODE § 10A-2-8.40 (1975) states:

(a) A corporation has the officers described in its bylaws or appointed by
the board of directors in accordance with the bylaws.

A1A. ADMIN. CODE 482-1-146 (2009) — Page 22
(18 U.S.C. § 1033 Compliance)

It is recommended the Company establish internal procedures to periodically
ascertain whether existing employees ot contractors have been convicted of a felony
Section 1033 conviction since the date of hire. This is in accordance with ALA.
ADMIN. CODE 482-1-146-.11 (2009) (b), which states:

A Section 1033 insurer subject to the Commissioner’s examination
authotity shall have and apply the following:

(b) An internal procedure after initial employment or

contracting, applied on a periodic basis, to ascertain the
existence of a felony conviction for a Section 1033 otfense.
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Terminated Producers — Page 25

It is recommended termination notifications be sent to the producers’ last known
address and the Department of Insurance in accordance with ALA. CODE § 27-7-30.1
(1975) and ALA. CODE § 27-7-30 (1975).

ALA. CODE § 27-7-30.1 (1975) states:

(a) Within 15 days after making the notification required by subsection
(e) of Section 27-7-30, the insurer shall mail a copy of the notification
to the producer at his or her last known address. If the producer is
terminated for cause for any of the reasons listed in Section 27-7-19,
the insurer shall provide a copy of the notification to the producer at
his or her last known address by certified mail, return receipt
requested, postage prepaid or by overnight delivery using a nationally
recognized carriet.

ALA. CODE § 27-7-30 (1975) states:

(e) Subject to the producer’s contract rights, if any, an insurer or
authorized representative of the insurer may terminate a producet's
appointment at any time. An insurer or authorized representative of
the insurer that terminates the appointment, employment, or contract
with a producer for any reason shall within 30 days following the
effective date of the termination, using a format prescribed by the
commissioner, give notice of the termination to the commissioner.

Information Requests — Page 27

It is again recommended the Company provide within ten working days any record
or written response requested in writing by any employee or examiner of the
Commissioner in accordance with ATA. ADMIN. CODE 482-1-118-.06 (1999), which
states:

The insurer shall provide, within ten (10) working days, any record or

response requested in writing by any duly appointed deputy, assistant,
employee or examiner of the commissioner.
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Compliance with Annual Statement Instructions — Page 27

It is recommended the Company complete the questions in the General
Interrogatories accurately.

It is recommended the Company include a description of all material management
or service contracts in the Notes to Financial Statements, #10, item F in accordance
with the NAIC Annual Statement Instructions which states:

A description of material management or service contracts and cost-
sharing arrangements involving the reporting entity and any related
party. This shall include, but is not limited to, sale lease-back
arrangements, computer or fixed asset leasing arrangements, and agency
contracts that remove assets that may otherwise be recorded (and
potentially nonadmitted) on the reporting entity’s financial statements.

It is again recommended the Company correctly report all expenses for which there
are pre-printed lines within the Underwriting and Investment Exhibit — Part 3 in
accordance with the NAIC Annnal Statement Instructions.

Bonds — Page 34

It is recommended the Company file all newly acquired bonds with the Securities
Valuation Office (SVO) in accordance with ALA. ADMIN. CODE 482-1-098-.02 (1994)
and the Purposes and Procedures Manual of the NAIC T nvestment Analysis Office,

ALA. ADMIN. CODE 482-1-098-.02 (1994) states:

(1) All securities owned by an insurer shall be valued in accordance with
those standards promulgated by the NAIC Securities Valuation
Office (SVO). Any security owned by an insurer that has not been
valued by the SVO shall be submitted to the SVO for valuation in
accordance with the procedures of the SVO.

Patt two, Section two: General Reporting Framewotk of the Purposes and Procedures
Manual of the NAIC Investment Analysis Office states:

Insurance companies domiciled in any state of the United States, or any
of its territories or possessions, and required by the law of their
domiciliary state or tettitory to report NAIC Association Values for their
Investment Securities in the NAIC TFinancial Statement Blank, shall
report purchases of Investment Securities to the SVO. ...
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Part two, Section 7: When to Use the Securities Acquisition Report (SAR) of the
Purposes and Procedures Manual of the NAIC Investment Analysis Office states:

A security issued by an entity unaffiliated with the reporting company is
reported by creating, completing and submitting the SAR form. The
reporting insurance company must submit the SAR to the SVO not later
than 120 days after the purchase of the security.

It is recommended the Company comply with the Part two, Section 5: Special
Reporting Instructions of the Purposes and Procedures Manual of the NAIC Investment
Apnalysis Office when utilizing the “Z” suffix to report its securities. The Manual states:

An insurance company may repott a security with a “Z” suffix on its
Schedule D for up to a year after purchase. For the second year after
purchase, and thereafter, the insurance company may not report a
security with a “Z” suffix. ...

The insurer shall either file the security and appropriate documentation
with the SVO to obtain an NAIC Designation, file a Principal and
Interest Certification Form to obtain an NAIC 5* Designation or report
the security with an NAIC 6* Designation on its Schedule D
(collectively, the “5*/6* Rule”).

Claims unpaid — Page 35

It is again recommended the Company maintain any and all detail supporting its
paid claims in accordance with ALA. CODE § 482-1-079-.15 (1975), which states:

An Alabama domiciled (domestic) HMO shall keep all necessary records
in an Alabama location required for the efficient examination of its
financial condition and health care delivery system. These records shall
include but not be limited to the general ledger and subsidiary ledgers,
management contracts, provider contracts, enrollment records,
utilization records, group contract records, premium recotds, quality of
care documentation records, and complaint records.

Amounts withheld or retained for the account of others — Page 36

It is recommended the liability for uncashed draft or checks be recorded on line 23
of the Liabilities, Capital and Sutplus page. This is in accordance with the NAIC

Aunnual Statement Instructions which states:

42



Detail of Write-ins Aggregated at Line 23 for Other Liabilities

List separately each category of liabilities for which there is no pre-
printed line on page 3.

Include: Uncashed drafts and checks that are pending
escheatment to a state.

SUBSEQUENT EVENTS

The general ledger and cash transactions occurring subsequent to the balance sheet
date were reviewed. In addition, the examiners inquired of management regarding any
significant subsequent events. The following was noted:

e On January 21, 2016, the Centers for Medicare and Medicaid Services (CMS)
imposed immediate intermediate sanctions against the Company prohibiting
the enrollment of new participants and marketing activities.

e On January 27, 2016, the Alabama Department of Insurance approved the
indirect acquisition of all outstanding shares of the Company by Anthem, Inc.
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CONCLUSION

Acknowledgement is hereby made of the courtesy and cooperation extended by all
petsons representing HealthSpring of Alabama, Inc. during the course of this
examination.

The customary insurance examination procedures, as recommended by the National
Association of Insurance Commissioners, have been followed in connection with the
verification and valuation of assets and the determination of liabilities set forth in this
feport.

In addition to the undersigned, Agnes D. Riggins, financial examiner; Mora Perkins-
Taylor, MCM, market conduct examiner; Chatles Turner, CISA, I'T examiner and
Harland Dyer, ASA, MAAA, actuarial examiner; all representing the Alabama
Department of Insurance, participated in the examination of HealthSpring of
Alabama, Inc.

Respectfully submitted,

P
pp——r— ¥ 4 ,

v \ [ JOAA
Toni L. Bean, CFE
Examiner-in-charge

State of Alabama
Department of Insurance
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